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| NTRODUCTI ON

MR, BARANOWSKI , PLEASE STATE YOUR FULL NAME AND BUSI NESS
ADDRESS.

My name is Mchael R Baranowski. | am Managi ng Director
of FTI/Klick, Kent & Allen, Inc., a subsidiary of FTI
Consul ting, Inc. (“FTI/KKA"). FTI/KKA is an econom ¢ and
financial consulting firmwith offices at 66 Canal Center
Pl aza, Suite 670, A exandria VA, 22314.

PLEASE DESCRI BE YOUR EDUCATI ONAL BACKGROUND.

| received a Bachel or of Science degree in Accounting from
Fairfield University in 1980.

PLEASE DESCRI BE YOUR PROFESSI ONAL EXPERI ENCE.

After graduation fromFairfield University, | joined the
consulting firmof Wer, Dick and Conpany in Livingston,
New Jersey. Since that tinme, | have worked on cost

anal yses, including analyses of short-run and | ong-run
mar gi nal costs, short-run and | ong-run increnental costs,
and stand-al one costs for a variety of industries. These
studi es often enpl oy conpl ex, conputer-driven nodels that
rely upon detail ed engineering input data and sophi sticated
di scounted cash flow techniques. The results of many of
t hese studi es have been submtted in admnistrative

proceedings, in court, and in arbitrations. Since 1996,
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have been assisting AT&T and other CLECs in anal yzi ng cost
evi dence submitted in various proceedings arising out of

t he Tel ecommuni cations Act of 1996.

WLL YOU BRI EFLY SUMVARI ZE YOUR RECENT TELECOMMUNI CATI ONS
EXPERI ENCE THAT | S RELEVANT TO THI S PROCEEDI NG?

The firm has presented forward-| ooking econonmic costs for
unbundl ed network elenments (“UNEs”) in a nunber of
jurisdictions including Colorado, the District of Colunbia,
| daho, 1owa, M nnesota, Montana, Nebraska, New Mexi co,
North Carolina, North Dakota, Oregon, South Dakota, Texas,
Washi ngton, and Wonming. W have participated in Universal
Servi ce Fund proceedings in Al abanma, Col orado, Florida,
CGeorgia, Mnnesota, Mntana, New Mexico, North Carolina,
Sout h Carolina, and Washi ngton. W have critiqued cost
studies submtted by Bell Atlantic or Verizon in Del awnare,
the District of Colunbia, Maryland, New York, New Jersey,
Pennsyl vania, Virginia, and West Virginia. W have
critiqued cost studies presented by GIE in California,

| owa, M nnesota, Nebraska, New Mexico, O egon, Texas and
Washi ngton, submtted testinony in Texas on Sout hwestern
Bell's cost studies, and critiques of the Benchmark Cost
Proxy Model (“BCPM') in nunmerous states. FTI/KKA also has
had rel evant experience in other “network industries,”

including the railroad, pipeline and trucking industries.

2
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VWHAT IS THE PURPOSE OF YOUR TESTI MONY?

| was asked by AT&T and Worl dComto review and anal yze the
Unbundl ed Network El enent ("UNE") cost studies presented by
Veri zon Massachusetts (“Verizon”) with its May 4, 2001
submi ssion in this proceeding. Wile ny anal ysis focuses
primarily on those aspects of the study pertaining to the
cost of the |oop and rel ated | oop conponents, it also

addr esses factors and adjustnents that Verizon has enpl oyed
general ly throughout its cost studies. | also address
specifically Verizon' s proposed recurring charge for
ongoi ng OSS cost.

This reply testinony denonstrates that Verizon's
claimed | oop and other UNE costs substantially exceed
forward-| ooki ng econom ¢ costs and should be rejected. In
summary, Verizon's cost clains fail to satisfy the TELRIC
st andar d.

Al t hough there has not been adequate tine to correct
all of the flaws inherent in Verizon's cost presentation,
we have identified a nunber of mmjor deficiencies and
corrected themusing Verizon's own study. After correcting
the Verizon study where possible to elimnate costs that
woul d not reasonably be incurred in a forward-| ooking
net wor k envi ronnment, the Verizon nodel produces UNE | oop

rates in many instances that are near those produced by the

3
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HAI 5. 2a- MA nodel filed in this proceeding by AT&T. CQur
restated rates reflect the progress we have nmade to date in
anal yzing the new Verizon cost nodels. Further analysis,
including a detailed review of nore recent Verizon

di scovery responses could result in the need for additional

corrections that would further |ower |oop rates.

VERI ZON COST MODEL OVERVI EW

BRI EFLY DESCRI BE THE VERI ZON COST STUDY

Verizon’s MA's | oop cost study is conprised of a series of
conmput er applications bundled within an Oracle software
based interface. Loop costs are processed through a | oop
cost anal ysis nodel (“LCAM ), which is conprised of a
nunmber of programm ng nodul es. A brief description of each
nodule is set forth bel ow

Pl ant Characteristics Mdule: This nodule uses informtion

froma survey conducted by Verizon engi neers to produce
average feeder and distribution |oop | engths for each
distribution area and typical cable sizes for each wire
center. Verizon clainms that cable material and | abor cost
inputs to the Plant Characteristics Mdule are based on a
separate Verizon system naned the Engi neering Cost Record

| nformati on System (“ECRIS").
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El ectronics Mddule: The el ectronics nodul e devel ops

i nvestment costs for Next Generation Digital Loop Carrier
(“NGDLC") hardware and conmon equi pnment for transm ssion of
t he voi ce grade signal over fiber facilities. Fiber feeder
facilities provisioned with NGDLC are placed when the tota
| oop | ength exceeds certain thresholds. For Verizon s cost
study, those thresholds are zero for the Metropolitan rate
zone (i.e., all feeder is assuned to be fiber), 4,000 feet
for the urban rate zone, 5,000 feet for the suburban rate
zone and 10,000 feet for the rural rate zone.* Verizon has
identified material costs, but rather than use ECRI S based
| abor hour estimate, as it does in the Pl ant
Characteristics Mddule, it uses a multiplier of material to
calculate total installed investnent.

Loop Study Moddul e: This nodul e reads and sumari zes the

results of the Plant Characteristics and El ectronics
nodul es to produce the |loop investnment by wire center. The
| oop study nodul e then conbines the | oop i nvestnent for
each wire center with annual cost factor outputs fromthe
VCost nodel which are then weighted by working lines to

produce nonthly recurring | oop rates.

! See Verizon Cost Study Section 5 — Study Inputs; Subsection 5.3
Thr eshol ds.
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VWHAT IS THE VCOST MODEL?

The VCost nodel is a spreadsheet based application

devel oped by Verizon to produce annual cost factors

(“ACF' s”) that are used to convert investnents to annual
costs. These annual costs are converted to nonthly costs
by dividing by 12.

VWHAT ACF' s DOES VCOST PRODUCE?

VCost produces ACF s for depreciation, return on

i nvestnment, inconme and property taxes, network operations
expenses, support expenses and m scel | aneous marketing and
adm ni strative expenses.

PLEASE PROVI DE AN OVERVI EW CF THE ORGANI ZATI ON OF THE

VERI ZON COVPUTERI ZED STUDY MODELS AND MODULES.

The Verizon cost prograns are controlled by an Oracle
software interface that allows analysts to nodify certain
of the inputs and assunptions within each of the program
nodul es. The interface is difficult and cunbersone to work
with and, nore inportantly, the interface limts the
ability of the analyst to trace the inpact of input
changes.

CAN YOQU PROVI DE AN EXAVPLE OF THE DI FFI CULTI ES ASSOCI ATED
W TH MAKI NG A CHANGE TO THE VERI ZON MODELS?

Yes. The first problemis with the Oracle software itself.

The interface was witten in an earlier version of the
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software that is no longer available. |In order to acquire
the correct version of the software, a copy of the current
version of the software nust first be purchased. Verizon
nmust then be provided with proof of purchase and |icense
information, after which it sends a copy of the ol der
version of Oracle that allows the user to properly run the
program This process is tinme consum ng and, in at |east
one instance, required inquiries to Verizon' s technical
support personnel .

ARE THE SOFTWARE VERSI ON | SSUES THE ONLY DI FFI CULTI ES YQU
EXPERI ENCED W TH RUNNI NG THE MODELS?

No. After the nodels are installed and functioning, an
investnment in tine is needed to understand how t he nodel s
interact wwthin the interface and what inputs and
assunptions drive the nodel results. Unlike a standard
spreadsheet application which allows a user to sinply

hi ghlight a cell and observe a specific forrmula, the Oracle
interface for LCAM di splays fornulas for specially defined
variables within the program |In order to review a
formula, the user nust first |locate the programvariable
nanme assigned to that conponent and then search for the

f or mul a. In nost cases, the fornulas thensel ves al so
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i ncl ude defined variabl e nanmes, neking tracing through the
progranms a tinme consum ng endeavor. ?

In addition, while the nodel allows the user to edit
formulas or to create new formulas w thin the individual
nodul es, it has to be done through a special process within
the interface. This process is tinme consum ng and
cunber sone, especially when nultiple fornulas are edited.
Finally, the nodel takes a long tine to run and it is
difficult (if not inpossible) to debug if an input change
produces an unexpected result.

HAVE THE DI FFI CULTI ES THAT YOU ENCOUNTERED HI NDERED YOUR
ABI LI TY TO EFFECTI VELY EVALUATE THE MODEL?

A. Yes. The time spent understandi ng the nmechanics of

t he nodel coul d have been better spent review ng and

anal yzi ng the supporting input docunentation produced by
Verizon. Also, the cunbersone process of editing fornulas
conmbined with an inability to readily nodify nultiple
formul as simultaneously nakes eval uating the nodel nore

difficult.

2 Further conplicating the process, the Oracle interface restricts the users

ability to review nultiple fornmulas sinultaneously, making it nore
difficult to understand the flow of infornmation throughout the process.
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VERI ZON' s LOOP COSTS

FOR WHI CH TYPES OF LOOPS DOES VERI ZON COVPUTE COSTS?

The | oop cost nodel is used by Verizon to conpute costs for
several different types of |oops as described in the
Verizon Panel testinony.® They are as foll ows:

7 Two- and four-wire analog |oops and two-wire digital
| oops;

» Four-wire digital (DDS) | oops;
7 Four-wire digital (DS1) |oops;

7 ADSL- conpati bl e | oops, two-wi re HDSL-conpati bl e | oops,
and four-wire HDSL conpati bl e | oops;

7 Condi tioning charges for DSL-conpati bl e | oops;
7 Li ne shari ng;

7 H gh-capacity (DS3 and above | oops);

» House and riser and other “subloops”; and

7 Dark fiber | oops.

DOES YOUR ANALYSI S FOCUS ON ALL OF THE VARI QUS LOOP COSTS
COVPUTED BY VERI ZON?

No. M analysis focuses primarily on Verizon's

calculations of its two-wire |oop costs. However, the
criticisnms | raise in the remainder of this testinony are
equal |y applicable to Verizon' s other |oop cost

cal cul ati ons. I recomrend that Verizon be directed to nmake

3

Veri zon Direct panel testinony at 65.
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the sane changes to its other |oop cost cal cul ations, so
that the Departnent can see the extent to which the
problens | have identified inproperly inflate all of the

| oop rates proposed here by Veri zon.

Engi neeri ng Survey

Q
A

PLEASE DESCRI BE VERI ZON' S LOOP ENG NEERI NG SURVEY.

VERI ZON devel ops its clained | oop costs based on a sanple
survey conducted specifically for this proceeding.
According to the panel testinony, all central offices
(“COs”) with nore than 25,000 assigned |Iines were included
in this sanple. In addition, COs with |ess than 25,000
assigned lines were separated into two groups — those with
5,000 to 24,999 assigned lines and those with [ ess than
5,000 assigned lines. For those COs with 5,000 to 24, 999
lines, which Verizon | abeled Goup 1, 50 of 139 CO s were
randonmly sanpled. For those COs with |less than 5,000
lines, which Verizon |abeled Goup 2, 23 of 67 COs were
random y sanpled. The results of these sanples were fed to
the Verizon Pl ant Characteristics program nodul e.

HAVE YOQU REVI EWMED THE SURVEY PARAMETERS?

Yes.

10



10

11

12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28
29
30
31
32
33
34
35
36

Baranowski Rebuttal Testimony, 7/18/01, DTE 01-20

DO THE VERI ZON SURVEY AND CORRESPONDI NG SURVEY RESULTS FORM

THE PROPER BASI S FOR A FORWARD- LOCKI NG COST STUDY?

No. Rather than define an efficient forward-|ooking
network, the survey relies primarily on Verizon' s own
information on its enbedded network. The foll ow ng excerpt
fromthe engi neering survey instructions provided to the
survey engi neers received in response to discovery requests
confirms that nmuch of the survey data was extracted from
Verizon's records and formatted for use in the survey. The
role of the surveyors was to “inspect the | ocal engineering
records to verify these data.”

The Detail Data tab includes an extract fromthe LART
system containing a list of all Distribution Areas in
the wire center. For each DA the Feeder Distance
(FEED_KF), which conbi nes our categories of Feeder and
Sub- feeder, the Total Loop Length (DI ST _KF), and the
wor ki ng and avail abl e pairs have been extract ed.

I n advance of distributing the nodel, we have
estimated the CUM and LENGTH val ues based on the
foll ow ng assunptions. |If the CSA has only one DA
CUMis set to FEED KF and LENGTH is set to 0. If the
CSA has nore than one DA, CUM (for all the DAs) is set
to the smallest value of FEED KF anong those DAs. For
the closest DA, LENGITH is set to 0. For the remaining
DAs, LENGTH is set to that DA's own FEED KF | ess the
value of CUM (This assunption was made because we do
not have the detailed data which woul d identify a nore
efficient arrangenent, e.g., the positions of the DAs
wWith respect to each other.)

The surveyor will inspect the |ocal engineering
records to verify these data. In CSAs where an RT
currently exists, the RT may not be at the cl osest DA
to the C.O, but at one further out. 1In this case,
CUM shoul d be set to the RT location, and the backfeed

11
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di stance in LENGTH. I n CSAs where the planner has
identified a location, that |ocation will supersede
our estimate.
Three val ues nust be added to the detail records for
each DA: PCSA, STRF and STRD. PCSA is the prior CSA
along the route fromthe current CSA to the C. O By
buil ding a chain of CSA — PCSA, our nodel identifies
the feeder branching so that cross-section fills may
be determ ned nechanically. The entry is the CSA
nunber of the prior CSA not the nunber of |inks en
route. Wen the CSAis fed directly fromthe C O,
enter “CO instead of a nunber.*

VWHY DOES | T MATTER THAT VERI ZON HAS BASED I TS LOOP COST

STUDY ON LOOP LENGTH | NFORVATI ON FROM | TS EMBEDDED NETWORK?
Basing a | oop cost study on enbedded base information

vi ol ates TELRIC principles, and just does not nake sense in
constructing a |l east-cost network configuration that an
efficient, conpetitive conpany would build today. For
exanpl e, engineers typically construct underground conduit
systems al ong no-cost public rights of way adjacent to, or
within roadway rights of way. |If a large tract of |and was
undevel oped 25 years ago, when Verizon engineered its
feeder route, it mght have placed conduit around the
perineter of the large tract of |land. Today, roadways | ace
that tract of land, and an efficient conpany woul d pl ace
conduit using the shortest distance — along the roadways

that cross the tract.

12
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ARE THERE OTHER ASPECTS OF THE SURVEY THAT YOU FIND TO BE

TROUBLI NG?

Yes. In addition to replicating the enbedded Verizon
network, the survey instructions require the survey

engi neer to add records for the purportedly “predom nant”
structure in the feeder and in the distribution for each
di stribution area reviewed by Verizon. The survey
instructions define these variables as foll ows:

STRF is the predom nant feeder structure in the
segnent between the CSA and PCSA. Predom nance is
based on length. For exanple, if the feeder segment

i ncl udes 800 feet of underground cable and 200 feet of
buri ed, the predom nant structure is underground. The
valid values for STRF are A (Aerial), B (Buried), and
U (Under ground).5®

STRD is the predom nant distribution structure. It
may be the existing structure if that is anticipated
to continue through the next several years. Do not
antici pate changes for which there is no specific

pl an, e.g., do not convert an aerial DA to buried
because of substantial vacant |and unless construction
pl ans for that area are reasonably firm Valid val ues
for STRD are A (Aerial), B (Buried), U (Underground),
K (Bl ock) and R (House & Riser).

As these instructions make clear, both the feeder and
di stribution outside plant structure are based on the
structure in existence today, with no effort nade to define

the efficient, forward-|ooking structure.

4 Verizon response to discovery request ATT-VZ 14-31, file ATT 14-31 OSP Svy
Def n. doc

°1d.

13
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VWERE YOU ABLE TO REVI EW THE DOCUMENTS UNDERLYI NG THE SURVEY
TO DETERM NE | F THE ROUTE CONFI GURATI ON CAPTURED BY THE
SURVEY IS, IN FACT, THE MOST EFFI Cl ENT ROUTE?

No. W asked Verizon in discovery to provide copies of al
materials (plat, network diagrans, denmand forecasts,

engi neering gui delines and naps) reviewed or relied upon by
the survey engineers. Verizon refused to provide the
requested information. ¢ W were thus unable to deterni ne
if the route configuration included in the survey data
represents the nost efficient, forward-Ilooking routing.
Verizon has offered no evidence whatsoever that the | oop

| engt hs and anount of outside plant that underlie its cost
study reflect an efficient, forward-|ooking network.

I N ADDI TI ON TO THE SURVEY DATA, WHAT ARE THE SOURCES OF

| NFORMATI ON USED IN VERI ZON' S LOOP COST MODEL?

Most of the sources are Verizon's own internal information
Verizon did not provide docunentation to support many of
these inputs, hindering our ability to eval uate any
efficiencies in the forward-1ooking network design. In
response to AT&T and Worl dcom di scovery requests, Verizon
provi ded sonme additional supporting informtion, but
refused to provide supporting materials for a nunber of key

i nputs. These include details of the types of

14
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installations of hardwire and plug-in electronics,’
information relating to distribution areas that are
forecasted to exhaust in the near future® and expl anations
of the reasons behind recent reinforcenments of distribution

pl ant .?®

DSO Interface

Q

VERI ZON' S COST STUDY ASSUMES A M X OF | NTEGRATED DI G TAL
LOOP CARRI ER AND UNI VERSAL DI G TAL LOOP CARRI ER | NTERFACES
FOR THOSE LOOPS W TH FI BER FEEDER. |S TH S THE APPROPRI ATE
FORWARD- LOOKI NG CONSTRUCT?

No. TELRIC requires that Verizon's forward-|ooking
econoni ¢ costs provide UNEs based upon a | east cost,
forward-| ooki ng network. In this case, |east cost,
forward-| ooki ng technol ogy neans an Integrated DLC
interface at the DS1 | evel for those | oops exceeding the
fi ber/ copper threshold and provisioned with fiber feeder
with the CLEC receiving the benefit of the technol ogi cal
efficiencies that are available today. It does not nean

depl oying |l ess efficient anal og Universal DLC interfaces

6

7

8

See Verizon response to discovery request ATT14-32
See Verizon responses to discovery requests ATT14-10 and ATT14-11.

See Verizon response to discovery request ATT14-6

15
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and penalizing CLECs for connecting to Verizon's outdated
"enbedded"” infrastructure. An I ntegrated DLC system
perforns one anal og-to-digital ("A/D') conversion of the
circuit at the line card in the DLC Renote Terminal in the
field. Once digitized, the signal traverses the

t el ecommuni cati ons network in a pure digital format.
Verizon's proposal of a Universal DLC system neans doubling
the cost of line cards, plus adding an analog line card to
the digital swtch — in effect, three A/D conversions.

Wth Universal DLC, the circuit undergoes (1) anal og-to-
digital conversion at the DLC Renote Terminal in the field,
(2) undergoes digital-back-to-analog conversion in the DLC
Central Ofice Termnal, is routed via MDF cross
connections, and (3) then undergoes anal og- back-to-digital
conversion as it enters the digital switch. Such a
configuration is cunbersone, inefficient, less reliable,
and nmuch nore costly. \Whether Verizon has anti quated
technol ogy in the enbedded base or not, the costing
principles of TELRIC dictate that prices should be based on

the much nore efficient Integrated DLC circuit |ayout.

9 See Verizon responses to discovery requests ATT14-40, ATT14-41, ATT14-42
and ATT14-43.

16
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WHAT ASSUMPTI ONS DCES THE VERI ZON STUDY MAKE REGARDI NG

Dl G TAL LOOP CARRI ER | NTERFACE?

Verizon’s two-wire | oop costs are based on Next GCeneration
Digital Loop Carrier systens operating under GR-303
standards, but then it inappropriately increases costs by
assum ng a mx of forward-1|ooking efficient integrated DLC
interfaces along with nore costly and | ess efficient
uni versal DLC interfaces. Specifically, Universal DLCis
wei ghted 68. 75% while Integrated DLC is weighted a nere
31.25% in Verizon's |oop costs.?® By i ncluding the added
costs of the less efficient universal DLC interface,
Veri zon overstates costs.
Thi s breakdown is unusual, given Verizon's adnmtted
st at enent :
Fi ber-fed DLC switched services are provisioned using
an integrated DLC in the forward | ooking nodel. O her
services require a universal interface, such as
i ndi vidual 2-wire analog | oops or data services |ike
| SDN and DDS.**
CAN EFFI Cl ENT, | NTEGRATED DLC LOOPS BE HANDED OFF TO CLECS?
Yes. Such | oops are handed off to CLECs via a DSl

i nterface.

The COT {Central Ofice Terminal} can
provide an interface to | ocal swtching

10

11

See El ectronic Workpaper MA 01-20 Loop Sum xls, in Subfolder Part B-1
Unbundl ed Loops.

Veri zon Panel Testinmony at 75.

17
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equi pnment or other transm ssion systens (for
exanpl e, those systens providing

i nterconnection to another carrier's
network) either (a) in a standard, 24 DSO-
line digital format (known as "Integrated
Digital Loop Carrier"” [IDLC], or DS1
connection) or (b) as an individual anal og
channel (after decodi ng and demul ti pl exi ng)
connected to copper wire interfaces (known
as "Universal Digital Loop Carrier”
[uDLC]) . 1?

The issue is the type of tie cable arrangenent that a CLEC
makes via collocation in the central office. Efficient
connection would be at the DS1 |level via a tie cable from
the DSX frame to the CLEC Point of Presence, rather that at
the DSO | evel fromthe MDF to the CLEC Point of Presence.

It is inappropriate to use a very heavy wei ghting of UDLC
and then force all carriers, both |arge and small, to pay
for a large allocation of UDLC systens as part of recurring
costs. TELRIC requires that the costs assune an |IDLC
configuration wi thout degrading the circuit with two
unnecessary A/ D conversions and extra, unnecessary CrosSs
connecti ons.

ARE THERE OTHER PROBLEMS W TH VERI ZON' S CALCULATI ON OF LOOP
COSTS?

Yes. As we nentioned previously, there are nunmerous other

flaws in Verizon' s study, all of which overstate its

12

Verizon Direct Panel Testinobny at 74.
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nmodel 's output results creating inflated clainmed | oop
costs. These problens range in scope fromutilization
factors that are too |l ow to what appear to be arbitrary
adj ustnents for “forward-1ooking” expense adjustnent

factors.

Utilization Factors

Q D D VERI ZON USE THE CORRECT FORWARD- LOOKI NG UTI LI ZATI ON
FACTORS IN I TS DEVELOPMENT OF CLAI MED UNE COSTS?

A. No. The utilization factors enpl oyed by Verizon in its UNE
cost nodels are far too | ow and therefore overstate costs
consi derabl y.

Q VWHAT UTI LI ZATI ON FACTOR DI D VERI ZON USE FOR DI STRI BUTI ON
CABLE?

A Verizon used a 40% factor for distribution cable fill that
was based upon a “bottomup” analysis that purports to
support that factor. See Verizon Panel Testinony at 78 —
83.

Q DO YOU AGREE W TH VERI ZON' S “BOTTOW UP” DEVELOPMENT OF | TS
PROPOSED DI STRI BUTI ON FI LL FACTOR?

A. No. Verizon's "analysis" is without nerit. 1In fact, in

order to arrive at a result that approximtes 40% Verizon
made a nunber of self-serving assunptions that fly in the

face of TELRIC costing principles.
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PLEASE EXPLAI N HOW VERI ZON TRI ES TO SUPPORT | TS PROPOSED
40% DI STRI BUTI ON FI LL FACTOR

As Verizon's panel testinony explains, it starts with two
distribution cable pairs for every zoned residential unit.
Verizon adjusts this utilization to reflect actual demand
that today is close to 1.2 lines per living unit. Thus,
Verizon concedes that on average its distribution plant
shoul d be working at 60% (1.2 lines = 2.0 lines of capacity
= 60%. Verizon then nmakes a series of seemingly arbitrary
adj ust nents designed to reduce substantially the
distribution utilization level. First Verizon clains that
a 10% "growt h adjustnent” is needed to ensure that
distribution pairs are available to serve unsupported
specul ative prospective devel opnent on vacant parcels of

| and sonewhere throughout its service territory. Second,
Verizon argues that a reduction of 5% is necessary to
reflect "churn" (household and busi ness vacanci es at any
particular point in tinme). Third, Verizon argues that a
further 10% "negative growh" reduction in utilization is
warranted for custonmers |ost to conpetitive alternatives.
As will be discussed | ater, Verizon has changed the m nus
sign ("negative gromh") to a plus sign ("positive growth")
such that what should be a justification for higher fill

factors beconmes a Verizon justification for lower fil

20
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factors. Conbined, Verizon argues that these factors
contribute to an overall reduction in distribution
utilization of 25% fromthe 60% start-point (0.5 x 1.6 =
60% x .75 = 45% . Stated differently, Verizon clains that
on average, only 75% of the zoned living units in an
average distribution area (“DA”) will be generating Verizon
demand in a forward-1|ooking scenario. Finally, Verizon
clainms that distribution utilization |evels nmust be reduced
even further to take breakage into account. Verizon
estimat es breakage is responsible for an additional 10%
reduction in distribution utilization in a forward-| ooking
environnent. Based on the foregoing “anal ysis” which,
according to Verizon justifies a distribution utilization

| evel of 40.5% (.5 x 1.2 x .75 x .9 = 40.5%, Verizon
concludes its use of a 40% utilization factor is
reasonabl e.

VWHY DO YOU DI SAGREE W TH VERI ZON' S DI STRI BUTI ON UTI LI ZATI ON
FACTOR DEVELOPMENT?

First, by starting with cable sized for two |ines per zoned
residential household, Verizon has even ignored the actual
growt h and service characteristics of its enbedded

di stribution areas. Under TELRIC, Verizon nust tailor
distribution levels to the specific service and growh

characteristics of each of the distribution areas (DAs)
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studied. Cable is placed i n new nei ghborhoods, and then
utilization increases over tinme. Uilization levels in
mat ur e nei ghbor hoods, where |ine counts have renmai ned
stable for many years, would be nuch higher than in other
areas. Second, at |east two of the adjustnents Verizon
makes to ultimate demand are inconsistent with TELRI C
principles.

VWH CH VERI ZON ADJUSTMENTS CONFLI CT WTH THE TELRI C
STANDARD?

Bot h the 10% adj ustment for undevel oped parcels and the 10%
adjustnent for customers |ost to conpetitors violate
TELRI C.

First, for the undevel oped parcels, by assum ng
reduced utilization at the beginning of the analysis and
not maki ng subsequent adjustnents, Verizon inplicitly
assunes that the spare for undevel oped parcels wll remain
forever. Under this approach, revenues from these parcels
wi Il never be available to defray the investnent in spare
pl aced solely for their benefit. Mor eover, Verizon has
not established that these parcels are likely to be
devel oped within the projected |ife of the outside plant
spare. In effect, Verizon is providing spare capacity
designed to be available to serve additional denmand created

when undevel oped parcels are ultimtely devel oped, but

22
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makes no offsetting adjustnent to reflect that the overal
cost per working line will decline as that excess plant is
converted from“spare” to “revenue produci ng” once the
demand materializes.

Init's USF I nputs order'®, the FCC addresses this issue:

56. In adopting the PNR approach for

devel opi ng custoner |ocation counts, we note
t hat the synthesis nodel currently
cal cul ates the average cost per |ine by
dividing the total cost of serving custoner
| ocations by the current nunber of I|ines.
Because the current nunber of lines is used
in this average cost cal cul ation, we agree
with AT&T and MCI that the total cost should
be determ ned by using the current nunber of
custoner |ocations. As AT&T and MCl not e,
"the key issue is the consistency of the
nunmer at or and denom nator" in the average
cost calculation. According to AT&T and
MCl, other proposed approaches result in

i nconsi stency because they use the highest
possi bl e cost in the nunerator and divide by
t he | owest possible nunber of lines in the
denom nator, and therefore result in |arger
t han necessary support levels. AT&T and M
al so assert that, in order to be consistent,
housi ng units nust be used in the

determi nation of total lines if they are
used in the determ nation of total costs.

MCl points out that "[i]f used consistently
in this manner, building to housing units as
GTE proposes is unlikely to make any
difference in cost per line." Although SBC
advocates the use of housing units, it
agrees that the nunber of lines resulting
fromthis approach should al so be used in

t he denom nator of any cost per |line

13

In the Matter of Federal -State Joint Board on Uni versal Service, CC

Docket 96-45, and Forward Looki ng Mechani smfor H gh Cost Support
Non-rural LECs, CC Docket 97-160, Tenth Report and Order, No.
FCC 99-304, Rel eased Novenber 2, 1999.
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calculation to prevent the distortion noted
by AT&T and MCI. W agree with AT&T and M
that, as long as there is consistency in the
devel opnment of total lines and total cost,
it mkes little difference whether
househol ds or housing units are used in
determ ning cost per line. For the reasons
di scussed bel ow, we believe that PNR s

nmet hodol ogy based on households is |ess
conpl ex and nore consistent with a forward-
| ooki ng net hodol ogy than housing units.

57. To the extent that the PNR net hodol ogy
i ncl udes the cost of providing service to
all currently served househol ds, we concl ude
that this is consistent with a forward-

| ooki ng cost nodel, which is designed to
estimte the cost of serving current demand.
As noted by AT&T and MCI, adopting housing
units as the standard would inflate the cost
per line by using the highest possible

numer at or

(all occupied and unoccupi ed

housi ng units) and dividing by the | owest
possi bl e denom nator (the nunber of
custonmers wth tel ephones).

58. If we were to calculate the cost of a
network that would serve all potenti al

cust oners,

it would not be consistent to

cal cul ate the cost per line by using current

denmand.

In other words, it would not be

consistent to estimte the cost per |ine by
dividing the total cost of serving al

pot enti al

custoners by the nunmber of |ines

currently served.

Second,

for spare capacity that Verizon alleges wll

becone avail abl e because of custoners lost to conpetitors,

Veri zon’s approach fails to consider that until the tinme

custonmers are lost, they will contribute revenues to defray

the initial

I nvestnent. Further, if Verizon truly believes

that a significant anmobunt of customers will be lost to
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conpetitors then, as | discuss in nore detail bel ow,
Verizon forward-|ooking design starting point of
provisioning for two lines per living unit clearly

overstates the anount of forward-I| ooking plant necessary.

Finally, and nost perversely, Verizon has created two
adjustnents for distribution utilization that in reality
will neutralize each other. This is so because as
custonmers are lost to conpetitors, facilities will becone
avail able to serve new custonmer demand. In other words, as
custoners depart the Verizon network, what was once working
revenue producing plant becones idle and avail able for

depl oynent to serve new custonmer demand. Consequently,
because these VERI ZON adj ustnents conflict with TELRI C and
are otherwise not justified, we have elimnated themin ny
restatenent of distribution utilization factors.

DI D YOU MAKE ANY OTHER ADJUSTMENTS TO VERI ZON S

DI STRI BUTI ON UTI LI ZATI ON?

Yes. Although | have nmany di sagreenents as to the

appropri ateness of much of Verizon's cost nodel, | have
attenpted to focus on the nost significant issues. As I

di scussed earlier, Verizon' s alleged "rule-of -thumb" two

I ines per each zoned residential unit as the starting point

for its bottonms-up analysis is not the right starting point
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for a TELRI C anal ysis designed to serve all of Verizon's
exi sting demand. This is because blind reliance on such a
rul e-of -thunb ignores conpletely the fact that Verizon has
inits possession historical information that will permt a
nore refined approach to devel opi ng appropriate forward-

| ooking fill levels that take into account the historica
grow h patterns within specific service territories in
Massachusetts. Wth this information, Verizon can tail or
specific design criteria that woul d ensure excess outside
pl ant capacity is not placed in those areas where
additional demand wi Il never be achieved. |ndeed,

Veri zon’s acknow edgenent of only 20% second |ine
penetration is a clear indication that providing a m ni num
of two lines for everyone overstates the anount of outside
pl ant needed.

VWHAT FORWARD- LOCOKI NG DESI GN STARTI NG PO NT SHOULD BE USED
FOR DI STRI BUTI ON FI LL?

Taking into consideration that, despite allegedly enpl oying
the a practice of building two lines per living unit,
Verizon has only achi eved an average of 20% second |ine
penetration. | believe that the correct forward-I ooking
design starting point for distribution fill is a nore
nodest assunption of 1.6 lines per living unit. Adjusting

this to include the appropriate forward—+ooking adjust nent

26
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fromVerizon’s owmn bottomup analysis (i.e., 1.2 current
lines per living unit, 5 percent “churn” in vacant
occupancy rates and 10 percent for breakage) yields a
forward-| ooking distribution fill factor of 64.1 percent.

Table 1 sets forth my cal cul ati on.

Table 1
Devel opnent of Forward- Looki ng
Distribution Fill Factor
Descri pti on Sour ce Val ue

1. 1.6 Lines per Living Unit

Design Criteria (1/ 1.6) 0. 625
2. Current Lines Per Living Unit | Verizon 1.2
3. Starting Fill Line 1 x 2 0.75
4. Churn (Vacancy) Adjustnent Veri zon 0. 95
5. Fill Line 3 x 4 0.7125
6. Breakage Adjustnent Veri zon 0. 90
7. Effective Fill Line 5 x 6 0. 64125

DO YOU HAVE ANY ACTUAL | NFORVATI ON FROM VERI ZON TO SUPPORT
YOUR PROPOSED DI STRI BUTI ON FI LL?

Yes. In response to discovery request ATT14-41, Veri zon
provi ded detailed information fromits engi neering survey
results. This information, produced in the file ATT 14-31
MA1299LART. xI s shows the nunber of working |lines and

avai lable lines for each distribution area (“DA’) included

in the Verizon engineering survey. That data shows that

27




10

11

12

13

14

15

16

17

18

19

20

21

Baranowski Rebuttal Testimony, 7/18/01, DTE 01-20

the average ratio of working lines to available |ines

wei ghted by the length of distribution in each DA is 60% %
DI D VERI ZON USE THE CORRECT FORWARD- LOOKI NG COPPER AND

FI BER FEEDER FI LL FACTORS?

No. For copper feeder, Verizon uses a 55.2%fill factor.
For fiber feeder, Verizon uses a 60%fill factor. See
Panel Testinony at 83. Both of these factors are far too

| ow for use in a forward-1ooking cost study. As John
Donovan explains in his rebuttal testinony, since copper
feeder cable is engineered to be reinforced on a 3 to 5
year basis, the appropriate forward-looking fill factor for
copper feeder is 80 percent. For fiber cable, the

all ocation of 2 extra fibers to each DLC Renpte Term nal (2
“service” plus 2 “protect”) supports a fill factor for

fi ber feeder of 100 percent. | have used M. Donovan’s
recommendations in ny restatenent.

D D YOU MAKE ADJUSTMENTS TO OTHER UTI LI ZATI ON FACTORS | N
THE VERI ZON MODEL?

Yes. | changed the utilization rate for RT plug-in

el ectronics fromthe 80% used by Verizon® to a nore

realistic forward-1ooking estimte of 90%

14

15

See file ATT14-31 MA 1299LART Dist Fill Support.xls in Loop Study
Adj ust nent Fol der.

See Verizon Direct Panel Testinmony at 84.
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ON WHAT BASI S DI D YOU MAKE THAT ADJUSTMENT?

The adj ustnent was made based on the fact that plug-in

equi pnment capacity, unlike other conponents of the outside
plant facility, is readily expandabl e. As M. Donovan
explains in his rebuttal testinony, |ightweight, easily
transportable and installable plug-ins are installed on a
regul ar basis to handle 6-nonth's worth of growth. At 3%
per year growth, this would anount to justification for a
98.5% fill factor, so we believe that 90%is a conservative
nunber .

DOES VERI ZON APPLY A UTI LI ZATI ON FACTOR TO | TS CONDUI T

| NVESTMENT?

Yes. Verizon inappropriately applies a duct utilization
factor to conduit investnent devel oped within the LCAM 16
VHY | S THE APPLI CATI ON OF A CONDUI T DUCT UTI LI ZATI ON FACTOR
| NAPPROPRI ATE?

The application of an additional duct utilization factor is
i nappropriate for a nunber of reasons. Verizon's cost
study inflates the cost of conduit substantially by using a
conpletely unjustified utilization factor of 44.44% (66. 7%
X 66.7% . First, Verizon assunmes that there is a spare 4-

inch conduit pipe between manholes for every two 4-inch

16 See Verizon Cost Study, Section 5 Study |nputs, Subsection 5.2 Study
Fact ors page 3 of 4
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conduit pipes in use. This flies in the face of standard

i ndustry practice that designates the reservation of one
spare mai ntenance duct per entire conduit section, such
that should a cable failure occur in a conduit section, a
new pi ece of cable can be pulled into the spare nai ntenance
duct, working lines can be thrown into the new pi ece of
cable, and the defective piece of cable can be renoved to
once agai n regai n one nmai ntenance spare duct. Second,
Verizon's cost study allocates far too many spare fiber

i nnerducts. Frequently, either three or four innerducts
are placed within a 4-inch conduit pipe between manholes to
facilitate the periodic placenent of several fiber cables
wi thin one 4-inch conduit pipe. Verizon's cost study
assunes that every 4-inch conduit pipe has one spare

i nnerduct for every two in use.¥ Because a typical duct
contains three to four innerducts each capabl e of
accomodating a fiber sheath, there is anple space for

addi tional fiber sheaths if demand warrants with an

al l ocati on of one spare innerduct for an entire conduit
section. Third, the cables traversing the conduit

t hensel ves al ready include a substantial allowance for
spare capacity through the application of cable utilization

factors discussed previously. To add additional conduit

17
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capacity in the unlikely event the cable capacity is
exhausted overstates properly devel oped TELRI C costs.
Fourth, the utilization of fiber in conduit can be inproved
to accomodat e additi onal demand by upgrading the

el ectronics at each end of the fiber strand w thout
consum ng addi tional conduit space. |In other words, the

t hr oughput capacity of the fiber within the conduit can be
i mproved t hrough upgradi ng the nultiplexers w thout placing
addi tional conduit. For these reasons, | have set the
conduit duct utilization factor in ny restatenent of the
Verizon cost study to one (i.e., to 100 percent).

| S THERE ANY PRECEDENT FOR YOUR ADJUSTMENT TO THE CONDUI T
DUCT UTI LI ZATI ON?

Yes. The ALJ in his Reconmmended Decision in New York
agreed with the reasonabl e allegation raised by AT&T that

t he met hodol ogy used by Verizon to devel op conduit

i nvestment included overlapping fill factors.?® The

met hod used by Verizon in New York upon which the ALJ
comrented was virtually identical to the nmethod Verizon

enpl oys here.

18 gee State of New York Public Service Conmission, Case 98-C- 1357
Recommended Deci si on on Module 3 |Issues at 120.
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ARE THERE OTHER | MPLI CATI ONS RELATI NG TO VERI ZON' S
DEVELOPMENT OF CONDUI T | NVESTMENT?

Yes. Verizon devel ops conduit investnents by applying a
unit cost to the nunber of conduit feet produced by the by
the Plant Characteristics Mdule of the Loop Cost Study,
which in turn processes information fromthe Verizon

engi neering survey. | could not carefully scrutinize any
details of the survey assunptions relating to the m x of
the outside plant structure anong aerial, buried and
under ground pl ant because Verizon refused to provide nany
of the supporting material s.

The Verizon Massachusetts | oop cost nodel assunes ten
percent of the distribution plant as underground. 1In a
recent hearing in New Jersey, Verizon w tness Donald Al bert
explained that there is typically “very, very little”
underground cable in the distribution portion of the
pl ant . This casts further doubt on Verizon's
assunptions regarding conduit investnment and the validity

of its survey nethodol ogy.

19 New Jersey Board of Public Utilities Docket No. TO0D0060356; January 3,
2001 transcript of Marsha S. Prosini and Donald E. Al bert at page 2162
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G owt h

Q DCES THE VERI ZON MODEL PROPERLY HANDLE GROMH?

16

17

18

19

20

21

22

23

24

25

26

27

No. Verizon's engineering survey instructions explicitly
st at e:
A forward-| ooking anal ysis shoul d consi der existing
pl acements which conformto the guidelines, current
construction plans, and an extrapol ati on of these
plans to the long run. In extrapolating to the |ong
run consider the provision of the current |evel of
demand, utilizing forward-|ooking engineering
gui delines and technol ogi es, over the next several
capacity additions.?
Thus, while it is clear that the survey instructions
require sizing of the outside plant facility to neet
current requirements as well as expected growth for a
period, Verizon fails to spread the costs of this
addi ti onal demand over the anticipated i ncreased denand.
This basically neans that today’ s custoners are forced to
bear the cost for facilities they will never use.
HAVE YOU CORRECTED VERI ZON' S STUDY TO PROPERLY ACCOUNT FOR
FUTURE ANTI Cl PATED GROMH?
Yes. | have included in ny restatenent of Verizon’s cost
studies an estimte of 3% annual growth. This represents
t he approxi mate average total line growh Verizon has

experienced in Massachusetts over the |ast five years as

reported in ARMS. | nodified the VCost nodul e of the cost
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studies to conpute the present value of 10 years of growh
at the forecasted rate. The nethod | used properly
reflects that the cost per unit (i.e., line) wll decrease
as additional demand units materialize. This adjustnent
for future demand is consistent with the demand growh

adj ustment recently recomended by Judge Linsider in New

Yor k.

For war d- Looki ng Net wor k Adj ust nent Fact or

Q

VWHAT |'S THE FORWARD LOOKI NG- TO- CURRENT FACTOR | NCLUDED BY
VERI ZON I N | TS COST STUDY?

The forward-I|ooking-to-current (“FLC’) adjustnent is an

adj ust ment factor proposed by Verizon to allegedly
conpensate for reductions in forward-I|ooki ng expenses
resulting fromthe use of expense to investnent ratios as a
means of projecting forward-I| ooki ng expenses. Verizon
contends that because forward-1ooking investnents are
typically ower than its enbedded i nvestnent |evels, use of
expense to investnent ratios result in a windfall to
CLEC s. Based on the relationship of forward-I|ooking

i nvestnment to enbedded i nvestnent observed by Verizon in

the recent New York proceeding, it estimtes a FLC of 80%

20

21

Verizon response to discovery request ATT-VZ 14-31, file ATT 14-31 OSP Svy
Def n. doc

See State of New York Public Service Comm ssion, Case 98-C- 1357
Recommended Deci si on on Mpdule 3 |ssues at 100.
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is needed for it to properly recover forward-1|ooking
expenses. See Panel Testinony at 54 — 62.

HOW IS THE FLC APPLI ED I N VERI ZON' S STUDY?

Veri zon applies the FLC used in the devel opnment of the
expense to investnent ratio by dividing its historical
operating expenses by 80% thereby increasing the expenses
and the resulting ratio. This, in turn, increases its
forward-I| ooki ng costs.

'S VERI ZON' S FORWARD- LOCKI NG TO CURRENT FACTOR CONSI STENT
W TH TELRI C PRI NCI PLES?

No. Verizon's forward-looking to current factor is a
thinly veiled attenpt to recoup its enbedded, inefficient
operating costs. It should be rejected.

VERI ZON ARGUES THAT SUCH AN ADJUSTMENT | S NECESSARY BECAUSE
THE EXPENSE FACTORS ARE BASED ON CURRENT EXPENSE TO

| NVESTMENT RATI OGS AND, ON THAT BASI S, LOANER TELRIC

| NVESTMENT LEVELS W LL EFFECTI VELY PRODUCE A W NDFALL
REDUCTI ON | N EXPENSES. DO YOU AGREE?

Absol utely not. Verizon is only |ooking at one side of the
coin. TELRIC envisions a new | east cost, efficient,
forward-I| ooki ng technol ogy- based network built today to
serve current demand. Many of the enbedded Verizon

i nefficiencies produced by | abor intensive efforts to use

technol ogi cal |l y obsol ete equi pnent to serve increasing
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demand will not exist in the forward-|ooking environnment.
Mor eover, as tel ephone technol ogy inproves and the

equi pnment becomes nore sophisticated, it also becones |ess
| abor intensive and nore “user friendly” to operate and
maintain. In contrast to Verizon's enbedded cost approach,
these facts actually support a forward-I| ooki ng network
adjustnent factor that reduces forward-Iooking operating
expenses, not increasing as Verizon proposes.

ARE THERE OTHER PROBLEMS W TH VERI ZON' S PROPOSED FLC?

Yes, there are a nunber of problens. First, Verizon clains
that the use of ACFs by the Conpany to reflect the expense
of providing UNEs results in purchasers of UNEs reali zing
expense savi ngs that have not been identified or ascribed to
any particular actual cost-cutting initiative of the Conpany.
Verizon attributes these all eged savings to a TELRIC
construct which generally results in reduced | evel s of

i nvest ment conpared with the enbedded i nvestnent used to
produce the ACF ratios. Wat is mssing fromVerizon's

di scussion is an acknow edgenent that in addition to TELRIC
i nvestnent being generally |ower than the investnment in the
exi sting network, the mx of assets is also different. The
f orwar d- |1 ooki ng TELRI C construct allows for the construction
of an all-new facility using the nost efficient assets

avail able. Typically, nore efficient assets are those that
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are | ess expensive to operate and maintain, which will, in
turn, result in lower overall expenses.

CAN YQU PROVI DE AN EXAVPLE OF A SHIFT I N THE ASSET M X THAT
WLL RESULT | N LOAER OVERALL FROWMARD- LOCKI NG EXPENSES ABSENT
ANY DI RECT LI NK TO VERI ZON COST CUTTI NG | NI TI ATl VES?

Yes. The shift in the forward-1ooking network to nore fiber
in the feeder facility is a perfect exanple. The Verizon
cost study assunes that fiber will be used in place of copper
in the forward-|ooking feeder network beyond certain

t hreshol ds. Because of this assunption, there are nore fi ber
based feeder facilities in the forward-|ooki ng network than
in the enbedded network. In addition to being |ess expensive
on a per circuit basis than nost copper cable, the cost of

mai ntaining fiber is far less costly than the cost of

mai nt ai ni ng copper cable. This is evidenced by Verizon s own
cost study which shows a aerial fiber cable network expense
ratio of 0.0305 while the ratio for aerial netallic cable is
0.1654.%2 Table 2 bel ow denonstrates that even is one assunes
fi ber cable investnent costs to be equal to copper cable

i nvestnent costs, the forward-I|ooking network woul d enjoy

| ower expenses then the enbedded network.

See Verizon Cost Study Section 5.13 — Annual Cost Factors.
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Table 2

Denonstrati on of Expense Reductions Resul ting
From Use of More Efficient Forward-Looki ng Assets

For war d- Looki ng

ltem Enbedded Net wor k Net wor k
Copper Feeder
| nvest ment $1, 000 XXX
Fi ber Feeder
| nvest nment XXX $1, 000
Expense Ratio 0. 1654 . 0305
Expenses $165. 40 $30. 50
Expense Difference
Resul ti ng From
Substitution of
More Efficient
Asset XXX ($134. 90)
Ef ficiency
Per cent age XXX (81.6%

As Table 2 denonstrates, a shift in the design of the

forward-| ooki ng network fromless efficient copper feeder

to nore efficient fiber feeder

produces an 81. 6% reduction

i n operating expenses even before the | ower investnent

costs of fiber are taken into account.

Thus, the

phenonenon of | ower forward-I| ooki ng expenses that pronpted

Verizon to create the FLC adjustnment factor is nothing nore

t han what shoul d reasonably expected by a shift to a nore

nodern, efficient forward-|ooking asset base.

ARE THERE OTHER PROBLEMS W TH THE FLC?

Yes. Verizon suggests that the FLC is required because

according to the Panel, “.it is unlikely that reflecting

aggressi ve discounts in materi al

subsequent|ly produce concom tant

38
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magni tude in the mai ntenance and adm ni stration of the

equi pnrent.” Panel Testinmony at 57, lines 13 — 16.

However, Verizon has not provided any information that
suggests that the discount assunptions underlying the
forward-| ooking TELRIC costs are nore aggressive than those
Veri zon has been able to achieve in building its enbedded
network. In fact, if the discounts inplicit in the
enbedded network are steeper or nore aggressive than
Verizon's forward-1ooking discounts, an argunent nust be
made for a reverse forward-1ooking-to-current ratio,
produci ng | ower forward-|ooking expenses. Wthout such
information on the relative discount levels in the enbedded
and forward-|ooking investnents, no FLC or reverse FLC can
be neani ngfully devel oped.

BUT DIDN T JUDGE LI NSI DER RECOMMEND ADOPTION OF THE FLC I N
NEW YORK?

Judge Linsider adopted a variation of the FLC proposed by
Verizon in that proceeding. However, his analysis did not
focus on those circunstances that would legitimtely result
in forward-I| ooki ng expenses that are | ower than enbedded
expenses — issues such as the relative mx of assets in the
f orward-I ooki ng environment vis-a-vis the enbedded network
and the discounts inplicit in the enbedded investnent. For

t he reasons we have just discussed, Verizon's FLC factor is
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not consistent with TELRI C and should not be allowed to

st and.

Q HAVE YOU MODI FI ED VERI ZON' S FLC I N YOUR RESTATEMENT?
Yes. | have elimnated Verizon’s FLC in ny restatenent of
Verizon’s forward-| ooking costs, for the reasons that |
j ust expl ai ned.

Asset Lives

Q HAVE YOU MADE CHANGES TO THE ASSET LI VES AND NET SALVAGE
VALUES USED BY VERI ZON?

A Yes, | adjusted the Verizon asset |lives and net sal vage
val ues to those nost recently prescribed for Verizon by the
FCC as presented in the testinony of M. Lee.

Cost of Capital

Q HAVE YOU MADE CHANGES TO THE COST OF CAPI TAL AND CAPI TAL
STRUCTURE THAT VERI ZON USES IN I TS STUDY?

A. Yes. Consistent with M. Hirshleifer's testinony, |

adj usted the Verizon cost of debt, cost of equity and the
capital structure to be used in devel opi ng VERI ZON s

forward-| ooki ng econom ¢ costs to provide UNES.
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Mer ger Savi ngs

Q DCES VERI ZON | NCLUDE AN ADJUSTMENT | N ORDER TO REFLECT THE

10

11
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13

14

15

16

17

18

19

20

21

22

23

ANTI Cl PATED FUTURE SAVI NGS RESULTI NG FROM THE BA/ NYNEX AND
VERI ZON GTE MERGERS? ARE THESE SAVI NGS PROPERLY | NCLUDABLE
I N TELRI C COSTS?

Verizon failed to include a specific adjustnent to refl ect
the anticipated future savings associated with either the
BA/ NYNEX or Verizon/ GTE nergers. The UNE operating
expenses presented by Verizon are devel oped based on the
rati o of 1999 operating expenses to 1999 investnent.? To
the extent that the 1999 operati ng expenses have not yet
been purged of all enbedded inefficiencies and Verizon has
already quantified the |l evel of nerger savings, those

mer ger savings should be reflected on a forward-| ooki ng
basis. |Indeed, the nerger savings projected to result from
the Bell Atlantic/NYNEX nerger were not anticipated to be
fully achieved until well after 1999.

HOW SHOULD THE DEPARTMENT TREAT COST SAVI NGS THAT W LL
RESULT FROM THE RECENT MERGERS?

The devel opnent of UNE rates in this proceedi ng nust

consi der the forward-| ooki ng cost savings anticipated from
the efficiencies produced by the recent nergers. To

reflect these anticipated savings, Verizon’s joint and
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common cost factor should be reduced by the anmpbunt of the
antici pated savi ngs.

HOW SHOULD THE LEVEL OF THOSE SAVI NGS BE ESTI MATED?

In its recent filings in New York, Verizon incorporated the
i npact of anticipated nmerger savings by reducing the joint
and common cost factor by a conbined 2.5 percentage point
(1.55% for the Bell Atlantic/NYNEX nerger and 0.97%for the
Veri zon/ GTE nerger). 2 Wil e there were inconsistencies
in the way each of the percentages were cal cul ated by
Verizon that resulted in an understatenent of the amount of
the reduction, | believe a 2.5 percentage point reduction
from Verizon’s Massachusetts joint and conmon over head cost
percentage wi |l produce a reasonable, albeit still quite
conservative,? estimte of the amount of nerger savings

attributable to UNE's i n Massachusetts.

23

24

25

See Verizon Cost Study Part G 2 Conmon Over head.

Verizon New York Filing Workpaper Part H, Section 3.11, Pages 5 and 5.1
of 5.

Exhibit RAM 3, Section 5.5.2, to the Direct Testinony of AT&T wi tness
Robert A. Mercer denpnstrates that according to Verizon’s own public
statements about the beneficial effects of the nerger, a nmerger savings of
3.57%is justified even though Verizon adnmitted to only a 2.5% effect in
the current New York UNE cost proceeding.
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Repai r and Mai nt enance Expenses

Q

HAVE YOU REVI EWVED VERI ZON' S DEVELOPMENT OF I TS FORWARD
LOOKI NG CABLE REPAI R AND MAI NTENANCE EXPENSES?

Yes. Verizon conputes the mai ntenance and repair expense
for nmetallic cable based on the enbedded rel ati onshi p of
its current netallic cable repair and mai nt enance
expenditures to its enbedded cable investnent.? Before
conputing the ratio, however, Verizon adjusts the actual
repair expenses by reducing themby five percent for

“Lat est Design Standards.” Veri zon provides no
explanation for this adjustnment, which | believe falls
short of the actual adjustnment required to capture the

mai nt enance and repair benefits of an all new netallic
cable facility. Wen the new forward-| ooking plant
specifically designed to serve current demand is installed,
both repair expenditures associated with defective pairs
and rearrangenent expenses will decline fromtheir historic
| evels. A nore appropriate adjustnent is a 30%reduction
to both repair and mai nt enance expenses, which | have
incorporated in nmy restatenent. |ndeed, a 30%reduction to
both “R’ and “M dollars is consistent with Judge

Li nsider’s recommendati ons i n New YorKk.

26

See Verizon Cost Study Part G5 — Network Factors.
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Retai|l Avoi ded Costs

Q

HAVE YOU REVI EVED VERI ZON' S DEVELOPMENT OF THE AMOUNT OF
RETAI L AVO DED COSTS TO BE REMOVED FROM THE TELRI C STUDY?
Yes. However | understand that the retail avoi ded cost
study is not part of this proceeding. Hence, although
bel i eve Verizon has significantly understated the |evel of
retail avoided costs, | have not attenpted to restate its
study. | did, however, nmke one adjustnent. | renoved
advertising expenses from Verizon’s forward-|ooking cost
st udy.

PLEASE EXPLAI N WHAT AMOUNT OF VERI ZON' S ADVERTI SI NG
EXPENSES SHOULD BE CONSI DERED RETAI L AVOl DED?

100% of Verizon's advertising costs should be considered
retail avoided. Verizon' s proposal to include any
advertising costs in the devel opnment of its clainmed UNE
costs is absurd and should be rejected outright.

Ef fectively, Verizon would like its conpetitors to pay for
its advertisenents for a network that its conpetitors wll
not be able to | ease through UNEs, and which may be nore
cost effective than the network construct used to set UNE
rates. In short, Verizon’s inclusion of advertising costs,
whi ch have historically been spent on advertising for
retail services, for the developnment of its forward-| ooking

econom ¢ costs to provide UNEs nust be rejected.
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Sunmmary OF Loop Costs Rest at enent

Q

PLEASE SUMVARI ZE THE RESULTS OF YOUR RESTATEMENT OF

VERI ZON'S CLAI MED LOOP COSTS.

| have restated Verizon's | oop cost study incorporating al
of the nodifications |I discuss above. Table 3 summarizes
my results by density zone and statewi de for the two wire

| oop conpared with Verizon’s results.

Table 3
Sunmary of Restated Two Wre Loop Results
Density Zone Veri zon Rest ated Veri zon
Metro $14. 41 $5. 33
Ur ban $16. 63 $6. 79
Subur ban $20. 15 $8. 42
Rur al $28. 20 $12. 59
St at ewi de $18. 75 $7.76

The inpact of each individual change is set forth in
Exhibit 1 to ny testinony. As | discussed previously, these
| oop results are very close to those produced by the HAI
Model .

Details of ny calculations are included as part of ny
el ectroni ¢ workpapers. Because these workpapers are
restated versions of electronic nodels filed and deened
proprietary by Verizon, ny el ectronic workpapers nust al so
be treated as proprietary. M workpapers are being
provided to the Departnent, Verizon, and other parties that

have signed Verizon's protective agreenent on a CD- ROM

45




10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Baranowski Rebuttal Testimony, 7/18/01, DTE 01-20

OTHER | SSUES:

0SS Onset Char ges:

Q.

HAVE YOU REVI EVED VERI ZON' S CALCULATI ON OF FORWARD- LOCKI NG
0SS ONSET CHARGES?

Yes. | have reviewed the testinmony of M. M nion regarding
Verizon’s conputation of OSS onset charges and have

determ ned that those costs are overstated in at |east two
respects, resulting in costs that are nore than tw ce
properly devel oped TELRIC costs.

VWHAT PROBLEMS HAVE YQU | DENTI FED W TH VERI ZON' S OSS ONSET
CHARGE STUDY?

The first problemrelates to the devel opnent of the
forward-I| ooki ng OSS conputer hardware costs. Verizon

devel ops these costs based not on the forward-| ooking costs
of the necessary conputer hardware equi pnent but rather
based on outdated 1999 conputer price |levels. Based on the
recent downward trend in conputer hardware costs, use of
1999 as the base overstates investnent.

HOW SHOULD COVPUTER HARDWARE COSTS BE DEVELOPED?

Comput er hardware costs should reflect the recent downward
trend in conputer hardware costs. Based on information
provi ded by Verizon, conputer hardware costs have declined

60 to 80 percent between 1996 and 1999. | have
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conservatively estinmated year 2002 conputer investnent
costs at 50% of 1999 | evels and have thus applied a 50%
reduction to Verizon’s OSS hardware costs in ny
rest at enent.

VWHAT OTHER PROBLEM DI D YOU | DENTI FY W TH VERI ZON' S OSS
COSTS?

Verizon includes OSS mai ntenance costs as part of its OSS
cost cal culations. The Department previously determ ned
that Verizon (Bell Atlantic) also benefits though inproved
operating efficiency frominprovenents to OSS and shoul d
thus itself bear a portion of the OSS mai ntenance costs.

At page 54 of its Phase 4-L Order in the Consoli dated

Arbitrati ons docket, D.P.U /D T.E 96-73/74, 96-75, 96-

80/ 81, 96-83, 96-94, issued Cctober 14, 1999, the

Departnment states:
Putting aside one or two exanples of a reduction in
operating efficiency, it is clear that the kinds of
i mprovenents made to the OSS enhance both the ability
of the CLECs to carry out their business and the
ability of Bell Atlantic to remain conpetitive in a
rapi dly changi ng tel ecomruni cati ons environnent.

WHAT ADJUSTMENT DO YOU MAKE TO OSS MAI NTENANCE COSTS I N

YOUR RESTATEMENT?

Based on the Departnent’s determ nation that because

Verizon itself benefits conpetitively its OSS mai nt enance

expendi tures, | have reduced the anmount of OSS mai nt enance
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charges in Verizon s forward-1ooking study by 50 percent,
reflecting a 50/50 split of these costs between Verizon and
CLEGs.

VWHAT | MPACT DO YOUR COMBI NED CHANGES HAVE ON VERI ZON S OSS
ONSET COSTS?

The two adjustnents | make reduce Verizon’s OSS Onset costs
from $0.46 per line per nonth to $0.24. Details of ny

cal culations are included in ny el ectronic workpapers,
filed and served in proprietary formon CD- ROM

DOES THI S CONCLUDE YOUR REBUTTAL TESTI MONY?

Yes it does.
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